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Electronic  Filing  of  Ontario  Corporations  Tax  Returns: 

Qualitative  Feedback  from  Accounting  Firms 

and  Software  Developers 


EXECUTIVE  SUMMARY 


As  part  of  the  review  process  of  options  for  electronic  filing  and  assessment  of  Ontario 

Corporations  Tax  returns,  consultation  workshops  were  conducted  in  Toronto,  Ottawa  and 

London  during  February  and  March,  1992,  involving  accountants  and  tax  preparation  software 

developers.  The  following  issues,  opportunities  and  concerns  were  identified  during  these 

group  discussions: 

1.  The  immediate  benefits  of  electronic  filing  are  clearly  seen  as:  Timeliness,  faster  proces¬ 
sing,  improved  customer  service  -  due  to  increased  convenience,  easier  information 
access,  earlier  refunds  -  and  less  concern  for  mail  disruptions. 

2.  Revenue  Canada’s  present  thrust  in  electronic  filing  and  processing  is  aimed  at  T.l 
Personal  Income  Tax  returns.  Owing  to  present  software  limitations,  however, 
electronic  filing  and  processing  of  Corporations  Tax  returns  -  including  faster  refunds  - 
are  still  viewed  with  some  apprehension  by  accountants,  who  fear  that  assessment  errors 
will  upset  their  relationships  with  business  clients. 

3.  Accountants  generally  considered  the  move  towards  electronic  filing  and  assessment  as 
a  positive  step  in  the  longer  term.  Software  developers,  on  the  other  hand,  questioned 
the  cost/benefits  of  this  change  for  provincial  Corporations  Tax  returns,  owing  to  the 
market’s  smaller  size,  structure  and  more  diverse  needs. 

4.  Most  accountants  and  software  developers  agreed  that  the  Ministry  of  Revenue  would 
be  well-advised  not  to  develop  an  electronic  filing  system  independently,  and  not  to  get 
too  far  ahead  of  Revenue  Canada’s  plans  for  electronic  filing. 

5.  The  complexity  of  issues  and  diverse  interests  make  it  essential  for  Revenue  to  involve 
all  stakeholders,  including  large  corporations,  in  the  planning  processes  from  the  outset, 
to  prevent  costly  revisions  and  rework  later. 

6.  A  critical  lead  role  is  seen  for  Revenue  in  the  development  of  standards,  the 
preparation  of  well-written  technical  specifications  and  continued  progress  in  the 
standardization  and  simplification  of  forms,  legislation  and  processing. 

7.  The  diversity  of  views  expressed  during  these  group  discussions  clearly  support  the  need 
for  further  consultations  and  -  in  the  longer  term  -  an  effective  communications 
program. 

8.  Revenue  must  provide  the  lead  in  ensuring  that  all  stakeholders  know  and  understand 
how  to  take  advantage  of  the  benefits  offered  by  this  new  method  of  tax  filing  and 
assessments. 
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Recommendations 


Based  on  the  analysis  and  review  of  feedback  obtained  from  these  group 

discussion  sessions,  it  is  recommended  that: 

1.  The  Ministry  of  Revenue  continue  its  present  course  of  action  for 
developing  an  electronic  filing  and  assessment  system  for  Corporations 
Tax,  but  that  scheduling  times  be  reviewed  to  allow  for  closer  co¬ 
ordination  of  plans  with  those  of  Revenue  Canada. 

2.  Closer  cooperation  be  established  with  Revenue  Canada,  accompanied  by 
a  leading  role  for  the  Ministry  to  continue  striving  for  an  optimum  in 
standardization,  simplification  and  prevention  of  duplication  of  data 
filing  and  tax  forms. 

3.  Owing  to  their  inter-dependence,  increased  emphasis  be  placed  on 
providing  optimum  compatibility  for  satisfying  Provincial  and  Federal 
Corporations  Tax  data  needs,  including  flexibility  for  meeting  future 
program  needs. 

4.  A  similar  dialogue  be  established  with  corporate  tax  filers  from  major 
business  corporations,  to  ensure  that  their  needs  and  concerns  are  also 
taken  into  consideration,  consistent  with  this  recent  consultation  process. 

5.  The  Ministry  derive  the  optimum  benefit  in  promoting  its  electronic 
filing  initiative  by  responding  positively  -  as  far  as  practical  -  to 
expectations  raised  by  representatives  from  accounting  firms,  major 
business  corporations  and  tax  software  developers. 

6.  The  well-established  Ministry  of  Revenue  experience  in  consulting 
Ontario  taxpayers  be  continued,  through  employment  of  discussion 
groups,  focus  groups  or  any  other  marketing  research  methods  best  suited 
to  satisfy  all  Tax  Revenue  and  Grant  Program  needs. 
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Electronic  Filing  of  Ontario  Corporations  Tax  Returns: 

Qualitative  Feedback  from  Accounting  Firms 

and  Software  Developers 


HIGHLIGHTS 

The  self  assessing  -  voluntary  compliance  -  approach  is  the  administrative  basis  for  Ontario’s 
tax  system.  To  be  effective,  it  is  essential  that  taxpayers  believe  the  system  to  be  a  fair  one, 
and  uniformly  applied.  This  effectiveness  is  enhanced  through  co-operation  with  business 
taxpayers,  their  accountants  and  external  financial  advisors. 

As  part  of  the  review  process  of  options  for  electronic  filing  of  Ontario  Corporations  Tax 
returns,  a  series  of  consultation  workshops  were  conducted  in  Toronto,  Ottawa  and  London 
during  February  and  March,  1992.  Participants  in  these  groups  consisted  of  public  accountants 
and  tax  preparation  software  developers,  with  moderators  provided  by  the  Ministry.  The 
following  issues,  opportunities  and  concerns  were  identified  during  these  information-sharing 
sessions: 


Accountants 

1.  The  immediate  benefits  of  electronic  filing  are  clearly  perceived  as:  Timeliness,  faster 
processing,  less  concern  for  mail  strikes  and  improved  customer  service  -  through 
greater  convenience,  easier  information  access  and  earlier  refunds. 

2.  The  cost-benefits  of  electronic  filing  are  seen  as  generally  positive,  especially  if  post¬ 
filing  benefits,  such  as  electronic  access  to  information,  enquiries  handling  and  assess¬ 
ment  interpretation  are  among  features  included  with  the  process. 

3.  The  message  for  Revenue,  however,  was  clearly  stated  as:  "Do  not  do  it  alone!"  Revenue 
was  advised  to  ensure  that  all  stakeholders,  including  Revenue  Canada,  become 
involved  with  the  developmental  processes.  The  short-term  benefits  of  electronic  filing 
are  self-evident,  but  long-term  benefit  implications  are  viewed  as  more  complex. 

4.  While  Revenue’s  lead  in  thinking  about  the  future  of  electronic  filing  of  Corporations 
Tax  returns  is  commendable  -  compared  to  Revenue  Canada’s  more  conservative 
approach,  there  is  considerable  risk  in  getting  too  far  ahead  of  Revenue  Canada, 
involving  costly  revisions  to  the  process  later. 

5.  The  Ministry  of  Revenue  should  -  from  the  outset  -  work  closely  with  Revenue  Canada, 
to  achieve  the  optimum  in  standardization,  simplification  and  to  prevent  wasteful 
duplication  of  forms  and  data  entry. 

6.  A  more  encompassing  process  is  also  required  to  receive  input  from  all  other 
stakeholders,  including  internal  accountants  with  large  corporations. 

7.  Revenue  would  be  prudent  to  consider  the  whole  filing  process,  rather  than  focus  on  the 
transmission  of  the  Corporation  Tax  form  -  CT.23  -  alone.  Problems  are  anticipated 
with  the  inclusion  of  financial  statements,  schedules  and  subsequent  amendments  to 
electronic  filings,  based  on  data  originally  contained  on  hard  copy  alone. 
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8.  With  considerable  emphasis  on  process  simplification,  consideration  must  be  given  to 
the  absolute  minimum  amounts  of  critical  data  required  by  Revenue  for  electronic 
filing.  These  issues  must  be  covered  in  any  further  review  of  the  filing  process. 

9.  In  the  interest  of  software  compatibility,  there  is  a  clear  need  for  interaction  between 
levels  of  government,  involvement  of  both  public  and  corporations’  in-house  accounting 
professionals,  and  with  commercial  software  developers. 

10.  Recent  experience  shows  that  the  risks  of  litigation  associated  with  electronic  filing 
will  likely  increase.  Reduction  of  these  risks,  arising  from  the  issue  of  refund  cheques, 
authorization  and  liabilities,  etc.,  may  require  input  from  the  Chartered  Accountants 
Association  and  other  professional  bodies. 

11.  Electronic  filing  of  corporations  tax  returns  will  not  in  itself  resolve  the  continued  need 
for  hard  copy  documentation.  However,  of  far  greater  significance  is  the  opportunity 
for  simplifying  the  present  processes  and  tax  return  forms. 

12.  With  the  development  of  electronic  filing  and  assessment  processes,  the  expectation 
arises  among  accounting  firms  that  electronic  access  to  certain  Ministry  of  Revenue 
information  might  provide  a  major  benefit  for  them.  A  positive  response  to  this 
expectation  can  provide  a  major  feature  in  support  of  electronic  filing. 

13.  Several  chartered  accountants  in  the  Toronto  area  are  agreeable  to  contribute  to  the 
future  development  of  the  electronic  filing  project. 


Software  Developers 

1.  Software  developers  concurred  with  the  immediate  benefits  for  electronic  filing  of  tax 
returns.  The  cost/benefit  ratio  for  electronic  filing  of  provincial  CT.23s,  however,  was 
less  convincing  in  that  -  compared  to  the  personal  income  tax  field  -  this  market  is 
relatively  much  smaller.  Also,  the  assessment  of  Corporations  Tax  is  often  part  of  an 
ongoing  business  relationship,  and  the  market  is  more  segmented  and  complex. 

2.  In  their  ongoing  professional  service  relationships  with  business  clients,  software 
vendors  had  not  become  aware  of  any  distinct  need  for  electronic  filing  of  CT.23s. 
Since  practical  benefits  of  E-Filing  to  the  business  taxpayer  were  questionable,  they 
concluded  that  this  planning  process  was  initiated  mainly  to  meet  Revenue’s  interests. 

3.  It  was  agreed  there  was  some  merit  to  electronic  filing  of  Corporations  Tax  returns.  A 
successful  solution,  however,  required  the  involvement  of  all  stakeholders,  including 
Revenue  Canada,  other  provincial  jurisdictions,  tax  preparers  and  software  developers. 

4.  A  critical  role  was  seen  for  Revenue  in  developing  necessary  standards,  in  clarifying 
and  simplifying  legislation,  to  provide  clear,  well-written  specifications  and  a  basis  for 
ongoing,  independent  testing  of  software.  Once  specifications  are  agreed  and  approved, 
detail  design  of  tax  filing  software  is  ideally  left  to  commercial  software  developers. 

5.  Standardization  must  cover  financial  statements  and  all  other  forms  included  with  the 
filing,  as  well  as  ensuring  that  the  amount  of  data  required  be  held  to  an  absolute 
minimum.  Text  information  must  be  minimized  and  optimum  use  made  of  number  and 
formula  fields. 
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6. 


Software  developers  substantiated  earlier  observations  from  accountants  that  tax 
programs  -  including  refund  cheques  -  sometimes  produced  different  results.  Tax 
preparation  programs,  they  argued,  are  very  complex  and  cannot  be  completely  free 
from  error,  for  a  number  of  valid  reasons. 

7.  Variations  occur  due  to  the  volume  of  calculations  involved,  the  large  amounts  of  data 
processed,  differences  in  interpretation  and  the  options  available  to  taxpayers. 
Retroactive  legislative  changes  have  usually  compounded  these  problems. 

8.  For  secure  electronic  filing,  the  use  of  dedicated  lines  was  not  viewed  as  a  good 
solution.  The  use  of  "Dial-up  Data  Pack,"  accompanied  by  encryption,  was  perceived 
by  some  as  providing  a  superior  transmission  service  at  lower  cost. 

9.  Although  data  access  security  was  not  seen  as  a  major  problem  for  E-Filing  of  CT.23s, 
software  developers  considered  that  it  was  in  Revenue’s  interest  to  specify  encryption 
standards  and  become  directly  involved  in  the  control  of  codes  and  keys  affecting 
electronically  filed  tax  data. 
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Electronic  Filing 

Assessment  of  Ontario  Corporations  Tax  Returns 

Qualitative  Feedback  from  Accounting  Firms 

and  Software  Vendors 


Background  Situation 

The  self  assessing  -  voluntary  compliance  -  approach  is  the  administrative  basis  for  Ontario’s 
tax  system.  To  be  effective,  it  is  essential  that  taxpayers  believe  the  system  to  be  a  fair  one, 
and  uniformly  applied.  This  effectiveness  is  enhanced  through  co-operation  with  business 
taxpayers  and  their  chartered  accountants  and  external  financial  advisors. 

In  developing  an  electronic  tax  return  filing  system,  considerable  input,  feedback  and  mutual 
consent  is  required  from  business  taxpayers,  their  accountants  and  developers  of  taxing 
software.  Initial  qualitative  feedback  was  obtained  during  a  series  of  round  table  discussions 
conducted  in  Ottawa,  London  and  Toronto  during  February  and  March,  1992,  involving 
representatives  from  chartered  accounting  firms  and  software  development  companies. 

This  interim  report  presents  the  key  findings  and  conclusions  which  emerged  from  these 
sessions.  The  findings  are  based  on  the  input  from  30  Ontario  accountants  from  large  and 
small  accounting  firms  and  software  developers,  who  served  as  participants  in  the  intensive 
workshop  sessions.  Consequently,  the  findings  are  not  necessarily  representative  of  Ontario 
business  taxpayers  as  a  whole.  Nevertheless,  the  findings  will  provide  valuable  insight  into  the 
concerns  of  taxpayers  regarding  electronic  filing,  the  continued  impact  of  technological 
advances  and  interaction  with  Revenue  Canada. 

Research  Objectives 

The  main  purpose  of  this  qualitative  research  study  is  to: 

1.  provide  critical  reaction  from  chartered  accountants  serving  the  business  taxpayer, 
♦ 

concerning  electronic  filing  system  requirements  and  information  exchange  processes 
for  the  CT.23  Corporations  Tax  return; 

2.  determine  a  basis  for  harmonizing  Revenue’s  plans  for  future  program  audit  and 
communications  requirements  with  those  of  business  taxpayers,  and  the  interaction  of 
these  plans  with  Revenue  Canada  processes. 
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Methodology 


The  qualitative  research  design  for  the  first  phase  of  this  project  is  based  on  workshop  sessions, 

as  follows: 

1.  Three  round-table  sessions  were  conducted  with  chartered  accountants  invited  from 
accounting  firms  in  Toronto,  Ottawa  and  London.  The  groups  included,  among  others, 
representatives  from  the  major  accounting  firms,  such  as  Price  Waterhouse,  Deloitte  & 
Touche,  Ernst  &  Young,  Coopers  &  Lybrand,  Arthur  Anderson  &  Co.  and  Peat  Marwick 
Thorne. 

2.  Initial  group  interviews  were  held  in  Ottawa  on  February  6,  1992,  in  London  on 
February  20  and  in  Toronto  on  March  5,  1992.  Each  group  comprised  between  six  and 
eight  panellists.  In  addition,  individual  feedback  was  received  from  a  small  number  of 
accountants  unable  to  attend  the  meetings,  resulting  in  a  total  response  from  25 
participants. 

3.  Although  groups  were  conducted  in  three  locations,  the  findings  did  not  produce  vari¬ 
ations  based  on  geographic  criteria.  Of  greater  significance  was  the  distinction  that  the 
Toronto  group  comprised  representatives  of  the  major  accounting  firms,  while  Ottawa 
and  London  was  attended  more  by  accountants  representing  smaller  firms. 

4.  A  f ourth  group  was  conducted  in  Toronto,  to  obtain  input  from  tax  software  developers 
and  vendors.  This  group,  attended  by  three  software  vendors,  was  held  on  March  19, 
1992  in  Toronto. 

5.  Each  group  session  lasted  approximately  two  hours.  Group  discussion  with  accountants 
was  moderated  by  the  Director,  Revenue  Operations  and  Research  Branch.  The 
Manager,  Marketing  Services  moderated  the  session  with  software  developers  and  also 
provided  analysis  and  reporting  services  for  all  groups.  Each  session  was  attended  by 
a  member  of  the  Ministry’s  senior  executive. 

6.  This  interim  report  will  be  finalized  in  mid-June,  following  the  next  round  of 
discussions  with  accountants  from  major  corporations,  expected  to  be  held  at  Queen’s 
Park,  Toronto,  on  May  19  and  21,  1992. 


A  list  of  participants  who  participated  in  group  discussions  so  far  is  enclosed  at  Appendix  "A", 
starting  on  page  31. 
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Findings  based  on  Group  Interviews 


Following  a  welcome  by  the  moderator,  group  members  were  provided  with  an  outline  of  the 
ministry’s  need  for  modernizing  its  business  support  systems  for  meeting  its  mandate  in  the 
years  ahead  (see  Appendix  "B",  stgarting  on  page  35).  Although  the  review  of  alternative 
options  is  still  at  an  early  stage,  electronic  filing  of  tax  returns  is  expected  to  play  a  significant 
role  in  this  process.  Input  from  practising  accountants  and  tax  software  developers  was  seen 
as  a  welcome  contribution  to  the  early  planning  phase.  The  moderators  concluded  their 
introduction  by  adding  that  the  main  purpose  of  these  group  sessions  was  for  Revenue  staff 
to  listen  and  learn  from  contributions  and  concerns  expressed  by  all  participants. 

PART  I:  DISCUSSIONS  WITH  CHARTERED  ACCOUNTANTS 

1.  General  Reactions  to  the  CT.23  Corporations  Tax  Return 

The  moderator’s  introduction  set  the  scene  for  obtaining  participants’  reaction  to  filing  an 
electronic  Corporations  Tax  return  (CT.23)  and,  more  specifically,  the  amount  of  information 
they  believed  is  necessary  on  a  CT.23.  Most  accountants  viewed  the  Ontario  form  as  a 
provincial  adjunct  to  the  filing  of  the  federal  T.2  Corporations  Tax  return.  Much  of  the 
mandatory  CT.23  filing  needs  -  especially  for  smaller  businesses  -  was  thus  perceived  as 
duplication  of  work. 

a.  A  separate  form  was  rarely  justified  for  most  smaller  clients’  needs,  with  the  exception 
of  Capital  Tax  liabilities.  An  opportunity  for  streamlining  the  filing  requirement  was 
thus  suggested  for  small  and  mid-sized  companies  with  Capital  Tax  liabilities,  but  who 
are  not  now  exempt  from  filing  CT.23s. 

b.  Several  accountants  believed  that,  for  larger  corporations,  there  was  some  justification 
for  filing  separate  CT.23s,  since  federal  and  provincial  tax  calculations  differ  in  detail. 
Most  accountants  also  believed  that  the  form  was  designed  specifically  for  the  relatively 
small  group  of  large  corporations.  Partners  with  smaller  accounting  firms  believed  that 
there  are  too  few  of  these  larger  corporations  "to  warrant  inconveniencing  the  majority 
of  smaller  business  taxpayers  as  well." 

Based  on  early  experience  with  the  E-File  project,  some  accountants  have  already  noticed  an 
increase  in  litigation  cases  associated  with  electronic  filing.  Several  partners  with  the  larger 
accounting  firms,  however,  also  "balanced  this  risk  with  the  compensating  benefits"  from  their 
client  relationships  in  other  business  areas.  They  viewed  the  risk  as  "part  of  the  grander 
scheme,"  looking  beyond  the  filing  of  the  Corporations  Tax  returns  in  isolation. 
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2.  Extent  of  Computer  Use 


All  the  accounting  firms  contacted  and  interviewed  currently  use  computers  for  preparing 
Corporations  Tax  returns.  Most  of  them  use  TaxPrep  software  on  IBM  or  Macintosh  personal 
computers.  A  smaller  number  of  tax  preparers  also  use  STM  or  CanTax  software. 

a.  Reasons  for  preferring  tax  preparation  software  vary.  At  one  end  of  the  spectrum  were 
major  accounting  firms  who  provided  an  early  lead  for  Macintosh-based  applications 
and  their  followers,  who  appreciated  one  popular  program’s  simplicity  and  user-friend¬ 
liness.  Among  smaller  accounting  firms  -  mostly  in  London  -  there  was  some  recent 
inclination  to  switch  from  one  program  to  another,  largely  due  more  competitive 
acquisition  costs. 

b.  Several  accountants  considered  the  most  popular  software  to  be  "relatively  sophisticated, 
with  more  planning  potential  than  others."  Yet,  this  same  software  was  also  "valued  for 
being  reasonably  foolproof."  Most  partners  in  large  firms  also  rated  included  planning 
support  utilities  a  major  asset.  They  believed  that  these  features  must  be  part  of  any 
future  tax  program. 

c.  Several  accountants  -  mostly  from  smaller  firms  -  derived  considerable  comfort  from 
their  belief  that  Revenue  Canada  "had  endorsed  or  approved  the  prescribed  computer¬ 
generated  filing  format  produced  with  their  software."  One  accountant  who  was  unable 
to  attend  the  group  discussion,  however,  explained  that  Revenue  Canada’s  approval  was 
confined  to  the  printed  format,  rather  than  the  algorithms  or  formulae  used  for 
processing  of  data. 

Most  participants  supported  the  view  expressed  by  one  partner  with  a  major  firm,  that  "business 
taxpayers  do  not  want  to  see  all  those  forms,  but  they  want  the  data."  Yet  others’  clients  "just 
want  to  know  how  much  tax  they  have  to  pay,  rather  than  see  details  on  how  capital  tax  was 
calculated.  "Several  Toronto  accountants,  however,  also  added  that  "most  of  their  clients  still 
want  to  have  hard  copy  financial  statements." 
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3.  Transmission  of  Corporations  Tax  Returns  to  Revenue 


At  present,  most  Corporations  Tax  returns  are  calculated  and  prepared  on  personal  computers, 
running  one  of  the  popular  tax  preparation  software  programs.  Most  returns  and  accompanying 
documents  are  then  forwarded  via  mail  -  in  rarer  cases  via  courier,  to  Revenue  and  their 
clients,  with  a  copy  retained  for  the  accountant’s  files. 

a.  Even  though  the  tax  filing  is  calculated  on  computers,  most  CT.23s  are  submitted  in 
hard  copy  format,  together  with  financial  statements  prepared  on  word  processors.  One 
London  accountant  even  suggested  that  -  if  Revenue  really  wished  to  take  technology 
into  the  next  century  -  the  opportunity  should  not  be  missed  to  file  a  bare  minimum  of 
data,  "have  Revenue’s  computer  perform  the  calculations,  and  send  a  copy  to  the 
taxpayers  and  their  accountants  for  their  files." 

b.  Regardless  of  most  accountants’  personal  preferences,  "the  key  issue  in  advancing 
electronic  filing  was,"  according  to  a  London  CA  and  echoed  in  Toronto,  "whether 
government  needs  some  form  of  hard  copy;  the  business  community  is  expected  to 
comply  with  this  need  as  long  as  it  continues." 

c.  At  the  same  time,  the  question  was  raised:  "If  government  really  wishes  to  go  ’paperless’, 
what  are  its  principal  objectives  for  doing  so?"  Some  CAs  with  major  firms  wondered 
whether  the  main  purpose  was  not  merely  "to  satisfy  the  electronic  filing  process  for  its 
own  sake."  Several  others  shared  this  view,  adding  that,  "with  a  change  to  ’electronic 
filing’  there  might  be  less  need  for  CAs  to  become  involved"  in  the  preparation  of  tax 
returns  "since  many  CT.23s  are  already  completed  by  corporations’  in-house  account¬ 
ants." 

In  developing  electronic  filing  processes,  a  strong  case  can,  however,  be  made  for  following  - 
rather  than  leading  -  Revenue  Canada.  In  the  experience  of  several  accountants  with  E-File, 
"it  is  already  accepted  that,  before  long  electronic  filing  would  be  extended  to  include  Corpora¬ 
tions  Taxes."  For  practical  purposes,  however,  "it  is  preferable  to  ’piggy-back’  on  federal 
developments,  rather  than  have  any  province  take  the  lead,  followed  by  costly  system  or  process 
adjustments  later." 

Some  accountants  in  London  and  Toronto  believed  that  the  Ministry  might  derive 
considerable  benefit  from  Revenue  Canada’s  experience  with  their  E-File  project,  "by 
consulting  all  stakeholders  affected  by  the  electronic  filing  project."  Several  others  supported 
this  view,  adding  that  "any  future  development  must  take  into  account  the  needs  of  all  tax 
preparers  and  involve  both  public  and  corporate  accountants  at  an  early  stage." 
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4.  Benefits.  Preferences  for  Present  Practices 


Most  accountants  agreed  that  a  major  factor  for  using  tax  preparation  software  was  that  its  use 
had  been  cleared  by  Revenue  Canada.  To  maintain  the  required  user  confidence  level,  any  new 
programs  would  also  have  to  be  acceptable  to  Revenue  Canada.  Current  practices  for  filing 
Corporations  Tax  returns  reflect  the  need  for  several  documents  -  such  as  financial  statements, 
T.2  copies  and  schedules  -  to  support  the  provincial  tax  filing.  In  addition,  most  corporations 
still  insist  on  hard  copies  of  the  filing  for  their  own  records. 

"User  friendliness"  was  generally  identified  as  the  main  reason  for  using  computer  software 
in  preparing  tax  returns.  However,  some  participants  also  wanted  to  include  other  program 
features,  such  as  "a  resource  module,  a  good  base  for  mandatory  reports,  planning  and 
diagnostics  utilities."  The  software  now  in  use  provides  accountants  with  additional  optional 
printout  and  correspondence  formats.  Some  of  the  features  are  rarely  used  and  several  others 
expressed  a  clear  preference  for  WordPerfect  in  preparing  hard  copy  supporting  documents. 

a.  Use  of  FAX  Transmissions 

Use  of  facsimile  (FAX)  transmission  is  now  widespread  among  accounting  firms. 
However,  the  consensus  among  accountants  with  larger  firms  indicated  that  FAX 
technology  is  "used  very  little",  and  "almost  exclusively  for  review  purposes."  As  one 
London  CA  explained,  "a  40-page  filing  would  result  in  a  significant  time  delay  factor." 
Several  accountants  agreed  that  "very  little  would  be  gained  from  electronic  filing  of 
CT.23s,  if  a  major  portion  of  the  filing  still  had  to  be  sent  by  mail,  courier  or  via  FAX." 

Conversely,  several  members  of  smaller  firms  appeared  to  favour  FAX  trans¬ 
missions  f or  modest  filings  and  for  obtaining  hard  copy  revenue  information.  Account¬ 
ants  with  these  smaller  firms  also  believed  that  "a  review  of  the  options  for  submitting 
financial  statements  and  other  support  documents  via  FAX  deserved  some  attention." 
Interestingly,  as  one  Toronto  CA  put  it,  "support  for  FAX  transmission  of  financial 
statements  would  be  greater  if  Revenue  Canada  also  agreed  to  it." 

b.  Tax  Refunds 

It  was  generally  conceded  that  most  businesses  would  appreciate  quicker  refunds  paid 
direct  to  their  own  accounts.  This  approach  would  less  likely  result  in  resistance  to 
electronic  filing  from  corporate  taxpayers,  although  this  appears  to  be  more  important 
for  larger  companies  involved  with  repetitive  monthly  payments.  Some  CAs  with  large 
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4.  Benefits.  Preferences,  continued: 


accounting  firms,  however,  also  identified  a  risk  element  at  this  stage  covered  later 
under  "Concerns  about  Electronic  Filing,"  (see  page  11). 

c.  Client  Authorization 

It  was  considered  highly  unlikely  that  many  taxpayers  would  provide  their  external 
accountants  or  the  Ministry  of  Revenue  with  authorization  to  withdraw  funds  from 
their  accounts  electronically  -  even  after  tax  liabilities  had  been  fully  assessed. 

d.  Refunds  of  Tax  via  EFT  -  Limitations 

If  electronic  transfer  of  funds  (EFT)  were  proposed  as  part  of  the  electronic  filing 
prqcess,  according  to  one  Toronto  CA,  "the  debit  side  would  meet  with  resistance  from 
clients."  Some  Toronto  accountants  believed  that  the  credit  side:  "Faster  refunds"  -  an 
attractive  selling  feature  for  Revenue  -  was  expected  to  fare  little  better. 

Several  partners  from  major  accounting  firms  explained  that  -  owing  to  errors 
in  tax  software  logic  -  they  also  keep  track  of  refunds  for  smaller  businesses,  "to  verify 
amounts  refunded  by  government  and  sent  direct  to  clients."  This  need  for  track 
keeping  is  greater  with  companies  where  several  departments  are  involved  with 
different  tax  programs.  -  For  larger  corporations,  cheques  are  usually  sent  direct  to  the 
business,  where  in-house  accountants  apparently  fulfil  the  same  controlling  function. 

e.  Acknowledgement  of  Receipts 

Revenue  Canada’s  practice  of  acknowledging  receipt  of  electronically  transmitted 
returns  via  E-File  within  three  hours  was  considered  to  be  useful  -  although  not 
essential  -  confirmation.  Several  CAs  were  interested  in  optimizing  the  use  of  the 
buffer  system  for  updating  purposes.  They  expressed  interest  in  learning  more  about 
"how  long  data  is  held  in  the  buffer  system  before  it  is  transferred  to  mainframe." 

f.  Use  of  Dedicated  Lines 

Several  participants  believed  that  Revenue  Canada  appears  to  be  moving  away  from 
providing  dedicated  lines  for  electronic  tax  return  filing,  through  "increased  use  of 
regional  service  centres."  As  an  alternative  to  this  service,  they  continue  to  approve  or 
sell  the  software  needed  for  direct  links.  While  anyone  can  apply  for  access  to  the  E- 
File  process,  effective  screening  by  Revenue  Canada  eliminates  all  unqualified 
candidates  from  direct  access. 
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5.  Continuing  Obstacles 


Most  participants  stressed  the  continuing  need  for  hard-copy  financial  statements,  tax  returns 
and  schedules,  to  meet  their  "clients’  need  for  evidence,"  and  to  support  their  own  billing  for 
work  done.  Most  present  software  does  not  yet  include  financial  statements  in  a  suitable 
format  for  electronic  filing.  These  documents  would  thus  continue  to  be  submitted  in  hard 
copy.  Owing  to  high  cost  factors,  electronic  transmission  of  CT.23  forms  was  not  expected  to 
alter  this  practice  in  the  near  future,  and  the  need  for  hard  copy  is  expected  to  continue  in  the 
short  term. 

a.  Data  Collection 

As  some  accountants  saw  it,  "the  problem  is  that  government  already  needs  too  much 
data  to  make  electronic  filing  fully  viable."  The  CT.23  itself  was  viewed  by  several  tax 
experts  "as  a  form  of  data  duplication."  If  the  data  needs  were  simplified  and  filings 
based  on  the  client  database  (held  by  accounting  firms),  the  opportunities  for  electronic 
filing  would  be  considerably  improved.  It  was  further  suggested  that  this  solution 
might  be  enhanced  by  the  adoption  of  "Caseware"  technology  as  a  possible  software 
solution  for  the  financial  statements  problem.  The  issue,  therefore,  is  to  avoid 
duplication  by  standardizing  and  streamlining  the  needs  for  data  from  both,  Revenue 
Canada  and  the  Ontario  Ministry  of  Revenue. 

b.  Forms  Design 

Several  accountants  believed  that  government  tax  forms  had  been  "designed  only  to 
satisfy  each  government’s  own  needs,  not  those  of  the  taxpayer."  "As  a  result,"  one 
Toronto  accountant  explained,  "there  is  considerable  duplication  when  the  same  data 
has  to  be  provided  first  to  Revenue  Canada  and  then  -  in  a  different  format  -  to  the 
province." 

It  was  here  suggested  that  "any  future  forms  designs  should  also  take  into 
account  the  taxpayers’  and  tax  preparers’  needs."  According  to  a  partner  with  a  major 
Toronto  firm,  "many  of  their  clients  do  not  know  enough  about  taxes  to  really  care 
about  the  forms  used."  While  some  accountants  apparently  "do  not  brief  their  clients  on 
the  details  at  all",  others  "go  out  of  their  way  to  take  their  clients  through  it." 
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6.  Major  Benefits  for  Accountants  Filing  Electronically 


The  associated  "convenience",  "time  saving"  and  "faster  processing  of  tax  refunds"  were  widely 
seen  as  the  main  benefits  for  using  personal  computer  software  in  the  preparation  of 
Corporations  Tax  returns.  However,  participants  were  also  quick  to  point  out  that  -  based  on 
present  experience,  there  were  some  practical  limitations  to  electronic  filing,  but  "the  current 
review  process  also  presented  an  opportunity  for  addressing  existing  anomalies." 

The  ability  to  process  refund  cheques  faster  was  seen  as  a  clear  benefit  from  electronic  data 
transfer.  The  benefits  of  electronic  filing  were  generally  agreed  to  include  "quicker  turn¬ 
around  of  tax  assessments,  elimination  of  key  punch  errors"  and  hopefully,  "simplified  filing." 
However,  the  "faster  refunding  of  over-payments  was  viewed  as  a  low  level  benefit"  by  some 
CAs  with  larger  firms,  who  regarded  this  feature  "as  a  mixed  blessing."  -  "The  reason  for  this 
situation,"  according  to  one  accountant  was  that  "tax  filings  prepared  with  available  (computer) 
software  programs  do  not  always  -  up  to  20%  of  the  time,  according  to  one  source  -  agree  with 
Revenue  Canada’s  assessment,  and  refunds  usually  need  to  be  verified."  The  "faster  refund  sent 
direct  (to  clients)  is  likely  to  be  spent  before  they  learn  it  wasn’t  their  money." 

a.  Some  accountants  saw  the  "opportunity  to  correct  inconsistencies  between  provincial 
and  federal  filing  needs,  to  review  conf using  rules  and  processes,  currently  resulting  in 
a  waste  of  accountants’  time"  -  as  a  healthy  side  benefit  of  reviewing  the  electronic 
filing  option.  Use  of  modems  was  expected  to  speed  up  the  filing  process,  making  elec¬ 
tronic  filing  more  convenient,  since  most  major  accounting  firms  already  use  modems. 
One  practical  benefit  of  electronic  data  transfer  was  reflected  in  their  expectation  of 
"easier  access  to  the  status  of  account  balances"  and  "fewer  errors  since  everyone  will 
have  access  to  the  same  base  data." 

b.  As  one  Toronto  accountant  exclaimed:  "Refunds  often  pose  real  problems  owing  to 
errors  in  tax  calculations  based  on  current  tax  preparation  software  and  those  assessed 
by  Revenue  Canada."  In  addition,  where  companies  are  not  required  to  file  -  e.g., 
businesses  in  a  loss  situation  -  it  may  take  up  to  18  months  to  process  refunds,  thereby 
compounding  the  problem.  To  speed  up  matters,  some  accountants  felt  that  "consider¬ 
ation  might  be  given  to  segregating  year-end  ’refunds’  and  ’tax  due’  filings."  Once 
electronic  filing  becomes  a  truly  two-way  exchange,  accompanied  by  electronic  funds 
transfer,  "electronic  filing  is  expected  to  become  a  major  benefit  for  business." 
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6.  Major  Benefits  for  Accountants,  continued: 


c.  For  the  foreseeable  future,  most  accountants  still  expect  to  have  to  generate  hard  copy 
financial  statements  for  their  clients.  As  long  as  copies  of  financial  statements  are 
required  as  part  of  the  Corporations  Tax  return  filing,  provision  must  be  made  for  inclu¬ 
ding  all  supporting  documentation  required  with  the  electronically  filed  CT.23  form. 

d.  Very  "little  practical  benefit  was  expected  from  an  electronic  filing  system  that  cannot 
eliminate  the  need  for  even  a  partial  paper  filing."  One  London  Accountant  believed 
that  "review  of  the  US  IRS  approach  to  processing  their  ’Form  1 120’  might  provide  some 
useful  practical  pointers  for  Revenue." 

Several  members  of  larger  accounting  firms  believed  "if  electronic  filing  would  speed  up 
Revenue’s  processing,  by  itself  that  will  be  good  for  all  involved,  especially  if  improvements 
provide  quicker  access  to  account  information." 
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7.  Concerns  about  Electronic  Filing 


Several  of  the  accountants  wondered  "what  can  electronic  filing  of  corporations  tax  returns  do 
f or  Revenue  to  alleviate  system  limitations,  if  the  present  system  is  already  overburdened?"  and 
"If  additional  capacity  becomes  available,  what  will  it  be  used  for?" 

At  present,  a  lot  of  financial  data  is  held  by  accounting  firms  on  behalf  of  their  clients,  and 
this  is  used  to  answer  enquiries  from  the  Ministry  upon  request.  Several  Toronto  participants 
"welcomed  the  opportunity  for  process  simplification,"  although  few  believed  that  electronic 
filing  would  save  them  a  lot  of  time,  compared  to  mailing  a  tax  return. 

In  spite  of  the  development  of  electronic  filing,  the  need  to  "support  the  numbers  for  their 
clients"  would  continue.  On  the  other  hand,  several  accountants  saw  a  clear  "risk  in  Revenue 
asking  taxpayers  for  too  much  data".  Some  concern  was  expressed  by  partners  from  several 
major  accounting  firms  that  "this  development  might  erode  the  self-assessing  tax  system  as  we 
now  know  it,"  and  "would  probably  meet  with  considerable  resistance." 

Most  accountants  concurred  that  there  was  a  clear  need  for  a  continued  "balance  between  data 
provided  via  electronic  filing  and  back-up  data  held  by  tax  preparers."  There  was  little  support 
for  a  suggestion  from  one  partner  that  "in  developing  E-filing,  emphasis  might  be  given  for 
getting  money  to  Treasury  first,  and  worry  about  assessment  later." 

A  number  of  participants  from  smaller  and  mid-sized  accounting  firms  -  mostly  in  Ottawa  and 
London  -  expressed  concern  about  the  electronic  transmission  process  itself,  including  the 
following: 

a.  Confidentiality  protection  of  data  en  route,  where  third  parties  with  access  could 
intercept  sensitive  information.  Scrambling  of  data  was  suggested  as  a  possible  solution, 
although  this  process  was  not  considered  to  be  completely  safe. 

b.  The  possibility  of  error  due  to  mis-dialling  and  transmitting  data  to  a  wrong  addressee 
was  of  considerable  concern  to  some  accountants,  although  others  regarded  this  risk  to 
be  no  worse  than  incorrect  mail  delivery  by  Canada  Post. 

c.  Keying  of  data  was  not  regarded  as  a  significant  issue,  since  this  was  already  being 
done  during  the  tax  preparation  and  electronic  filing  of  federal  and  Quebec  provincial 
tax  returns  without  difficulty. 
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7.  Concerns  about  Electronic  Filing,  continued: 


d.  Several  accountants  expressed  their  preference  for  using  mail  or  courier  services  for 
complex  filings,  since  the  transmission  of  complex  returns  would  tie  up  facsimile 
transmission  (FAX)  facilities  for  long  periods  of  time  and  the  FAX  solution  was  less 
cost-effective. 

Some  partners  from  smaller  accounting  firms,  however,  believed  that  "some 
consideration  might  be  given  to  FAX  as  an  alternative  to  electronic  data  transmission 
and  filing  -  linked  to  dedicated  lines  -  for  simple  returns,  while  more  felt  that  this 
process  was  too  slow  for  most  practical  applications.  While  these  views  appear  to 
indicate  some  contradiction  in  the  accountants’  reaction  to  using  FAX  transmissions,  the 
argument  seems  to  vary  considerably  with  the  size  of  their  client’s  filing. 

Viewed  from  their  own  perspective,  throughout  all  group  discussion  sessions,  a  number  of 
participants  wondered  "whether  Revenue  was  really  concerned  about  saving  money,  or  whether 
it  (the  Ministry)  is  endeavouring  merely  to  acquire  more  data  for  returns  assessment?"  They 
questioned  the  future  data  need  for  Revenue,  to  receive  more  than  a  "minimum  amount  of 
essential  data  that  can  actually  be  processed,  rather  than  masses  of  filed  data  that  cannot  then 
be  processed  due  to  system  overload." 


12 


8.  Need  for  Safeguards 

The  existing  filing  system  provides  the  tax  preparer  with  ample  support  data  for  audits  and 
interpretative  purposes,  to  satisfy  the  accountant’s  peace  of  mind.  With  increasing  prospects 
of  entering  the  new  world  of  electronic  filing,  it  was  to  be  expected  that  the  issues  of  data 
integrity,  security  and  safeguards  raised  considerable  interest  -  and  some  concerns. 

a.  Client  Authorization 

At  present,  first-phase  authorization  from  clients  rarely  poses  a  problem.  Filing  delays 
do,  however,  occur  when  the  client’s  approval  is  required  for  the  calculated  numbers  or 
verification  of  the  tax  return.  Considerable  delays  are  occasionally  experienced  when 
clients  are  not  available  for  final  approval.  The  accountants  did  not  anticipate  any 
change  in  this  practice,  which  -  as  most  indicated  -  "cannot  be  overcome  with  electronic 
filing."  A  few  CAs  expressed  some  concern  that  -  without  the  obvious  time  requirement 
to  prepare  a  paper-based  return  -  electronic  filing  may  actually  intensify  late  filings. 

b.  Risks  associated  with  Electronic  Filing 

Several  partners  with  large  firms  are  not  prepared  to  accept  the  risk  of  acting  without 
their  clients’  approval  in  major  filings.  Evidently  this  issue  has  already  caused 
problems  with  E-File  and,  according  to  one  Toronto  accountant,  "the  risk  of  litigation 
has  now  increased  for  all  accounting  firms."  While  most  accounting  firms  keep  clients’ 
signatures  on  file  -  using  form  T.183  -  this  practice  does  not  reduce  the  risk  for  the  tax 
preparer.  As  a  result,  a  growing  number  of  the  major  accounting  firms  are  using 
disclaimers  -  as  yet  on  an  individual  basis  -  although  it  is  expected  that  this  issue  needs 
to  be  addressed  by  the  CAs  Association. 

i.  Some  accountants  believed  that  -  to  minimize  risk  -  any  electronic  filing  system 
would  have  to  include  acceptable  safeguards,  such  as  verification  features, 
recognition  codes  and/or  ’call  back’  features.  Controls  and  safeguards  would 
also  have  to  address  issues  of  authorization,  and  allow  for  checking  and 
approval  by  their  clients. 

ii.  Most  accountants  also  felt  that  Revenue  would  have  to  relax  some  of  its  rules  for 
information  access,  without  sacrificing  the  need  for  acceptable  safeguards.  This 
concern  for  safeguards  also  covered  customer  service  improvements,  as  well  as 
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8.  Need  for  Safeguards,  continued: 


ii.  (continued)  protection  for  the  tax  preparer,  and  the  possible  need  for  increasing 
liability  insurance  for  accountants. 

iii.  Several  accountants  raised  issues  of  safeguards  in  both  the  short  and  long  term, 
including  ’blanket  authorization’.  And  yet,  while  it  was  recognized  that  there 
were  legal  issues  and  possible  risk  of  prosecution  due  to  ’misunderstandings,’  one 
Toronto  CA  concluded  that  "in  most  instances  ’signature  on  file’  does  not  appear 
to  be  much  of  a  problem  with  electronic  filing,  since  there  isn’t  one  at  present." 
Most  participants  agreed  that  having  their  clients’  signature  on  file  was  often  a 
mere  technicality,  since  "their  clients  tended  to  rely  on  their  chartered 
accountants  as  a  matter  of  trust." 

iv.  Several  CAs  identified  the  presence  of  risk  when  a  client  changed  accountants, 
the  authorization  to  act  on  their  behalf  is  no  longer  valid,  but  the  change  was 
not  made  known  to  Revenue. 

Most  accountants  did  not  see  security  as  a  major  issue,  since  "too  much  emphasis  (on  security) 
might  convey  the  impression  that  security  is  more  important  to  us  than  it  is  to  Canada  Post." 
Similarly,  the  possibility  of  misuse  of  the  electronic  filing  and  information  access  to  clients’ 
accounts  was  also  not  seen  to  be  a  big  problem.  Some  expressed  more  concern  about  acting  for 
clients  who  ultimately  disagree  with  their  tax  filing,  but  this  risk  would  be  covered  in  a  client 
agreement. 
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9.  Disadvantages  of  Elimination  of  Hard  Copy  Returns 


Most  participants  agreed  that  -  regardless  of  progress  with  electronic  filing  and  assessment  - 
there  is  still  need  for  hard  copy  financial  statements  and  tax  filings  that  their  clients  can 
comprehend.  The  difficulty  with  electronic  filing  was  not  the  process  itself,  but  the  need  to 
consider  the  CT.23  filing  as  part  of  the  total  package. 

In  practice,  therefore,  the  real  benefits  of  electronic  filing  are  seen  as  somewhat  limited.  These 
limitations  are  expected  yo  increase  when  subsequent  amendments  have  to  be  filed,  or  when 
specific  client  consent  is  required  before  tax  records  can  be  released.  These  limitations  often 
result  in  bottlenecks  involving  paper  support  and  key  punching. 

Even  with  the  TaxPrep  program,  which  allows  for  preparation  of  schedules,  most  forms  are  not 
transmitted  in  their  original  format.  If  CT.23  data,  or  only  a  minimum  of  required  data  were 
to  be  transmitted  electronically,  the  following  questions  were  raised  by  several  accountants: 
"How  are  financial  statements  to  be  forwarded,  and  in  what  format?"  and  "If  more  than  a 
minimum  amount  of  data  is  transmitted,  what  will  be  done  with  it  in  future  if  all  data  is  not 
entered  now?"  -  "Would  the  filing  of  corporations  tax  returns  be  confined  to  merely  accounting 
data  or  is  it  likely  to  include  statistical  data  as  well?" 

At  present,  the  visible  work  in  preparing  a  hard  copy  tax  return  provides  some  incentive  for 
earlier  preparpation  of  a  tax  filing.  Several  accountants  from  smaller  and  mid-sized  companies 
expressed  some  concern  that  the  perceived  ’simpler,  quicker  process’  of  electronic  filing  could 
lead  to  delays  and  back  up  Revenue’s  system,  as  more  tax  preparers  will  take  advantage  of 
shorter  lead  times  and  file  later  than  at  present. 
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10.  Consistency  of  Federal  and  Provincial  Data 


Several  participants  in  the  Toronto  group  concurred  that  "Ontario’s  Ministry  of  Revenue  might 
be  able  to  piggy-back  on  electronic  filing  initiatives  introduced  by  Revenue  Canada,  but  -  they 
cannot  be  too  far  ahead  of  them."  An  experience  in  the  Province  of  Quebec  was  cited  as 
example,  where  electronic  filing  had  been  initiated,  but  few  complied  with  it,  "because  their 
approach  was  too  far  ahead  of  the  Feds."  A  partner  with  a  major  Toronto  accounting  firm  - 
proud  of  their  initiatives  in  advancing  electronic  tax  preparation  programs  -  added  that  "his 
firm  would  not  set  up  data  files  for  any  province  acting  independently,  because  the  expected 
changes  and  need  to  rework  to  adjust  to  Revenue  Canada’s  system  are  considered  too  costly." 

Many  accountants  agreed  that  support  for  electronic  filing  "might  differ  if  the  Province  also 
provided  the  software."  It  was,  however,  noted  that  "the  federal  government  does  not  receive 
TaxPrep  filings  in  their  entirety,  merely  selected  pieces  of  data,"  and  that  Ontario  might 
consider  a  similar  approach.  The  suggestion  was  added  that  -  in  the  interest  of  process 
simplification  -  software  developers  could  be  encouraged,  not  just  to  standardize  tax 
preparation  forms,  but  to  have  their  software  approved  by  Revenue  as  well. 

Tax  returns  prepared  on  commercial  software  is  apparently  often  prone  to  error,  producing 
different  assessments  from  those  arrived  at  by  Revenue  Canada.  "Given  this  situation,  the 
opportunity  existed  for  Revenue  to  advance  its  approach  as  basis,  to  co-ordinate  its  own  needs 
with  Revenue  Canada’s"  and  "work  towards  a  standard,  so  that  both  tax  preparers  and 
government  consistently  come  up  with  the  same  answers." 

Some  of  the  Ottawa  CAs  believed  that,  having  to  attach  a  federal  tax  return  to  a  provincial 
filing  is  wasteful.  As  one  of  them  added,  "review  of  the  electronic  filing  option  by  Revenue 
presents  the  perfect  opportunity  for  learning  to  co-operate  with  Revenue  Canada,  to 
standardize  and  merge  the  same  data  files  for  both  jurisdictions,  which  in  turn  would  result  in 
an  estimated  saving  in  time  and  cost  of  between  8%  and  10%  from  the  present." 

To  gain  widespread  acceptance,  consistency  in  performance  will  be  required  from  any  new 
software  program.  Electronic  filing  of  CT.23s,  together  with  financial  statements  and 
schedules,  was  generally  expected  to  be  ultimately  convenient  for  most  accountants  and 
beneficial  for  business  taxpayers. 
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11.  Software  Compatibility 

Most  tax  preparation  software  now  used  by  CAs  is  regularly  upgraded,  to  keep  pace  with 
changes  in  interpretation  and  legislation.  This  "successful  conversion  history  for  TaxPrep  and 
other  software  was  viewed  as  a  major  benefit  by  most  accountants."  As  several  accountants  in 
Ottawa  and  London  suggested,  "when  Revenue  ultimately  decides  to  specify  its  own  criteria 
for  filing  software,  it  ought  to  make  these  compatible  with  the  more  popular  software  now  in 
use  by  accountants  to  ease  the  transition  phase  for  tax  preparers." 

The  participants  in  Ottawa  and  London  also  believed  that  "Revenue  could  further  benefit  from 
working  with  commercial  software  developers,  rather  than  develop  its  own  tax  preparation 
programs  independently."  Other  accountants  in  these  groups  further  suggested  that  "it  would 
be  prudent  for  the  Ministry  to  have  Revenue  Canada  and  the  accounting  profession  involved 
from  the  outset,  to  ensure  an  optimum  in  compatibility  throughout." 

In  any  event.  Revenue’s  specifications  should  aim  to  be  equally  compatible  with  Revenue 
Canada’s  future  electronic  filing  and  assessment  needs,  meet  with  their  approval  and  "provide 
customer  services  comparable  to  those  already  offered  by  leading  software  vendors  to  their 
clients."  Some  accountants  quietly  doubted  Revenue’s  capability  for  meeting  this  challenge, 
while  a  few  Ottawa  participants  questioned  its  real  motives  for  pursuing  electronic  filing  of 
CT.23  returns,  but  suggested  that  the  amount  of  information  filed  be  kept  to  a  bare  minimum. 

The  high  cost  of  software  was  of  some  concern  to  some  participants,  and  considerable  merit  was 
therefore  seen  in  a  cooperative  approach.  OHIP  was  cited  as  an  example,  where  "Dr.  Software" 
successfully  adapted  its  software  to  meet  OHIP’s  needs.  Participants  believed  that  Revenue 
could  benefit  just  as  well  from  working  with  commercial  software  developers. 

Most  accounting  firms  already  use  modems  and  Fax  for  transmitting  data.  To  derive  the 
optimum  benefit  from  this  equipment  in  augmenting  the  electronic  filing  process,  the  Ministry 
should  "consider  providing  dedicated  transmission  lines  for  the  exclusive  use  by  tax  filers." 
Most  accountants  were  aware  of  the  established  E-File  pilot  centres,  adding  that  the  Ministry 
would  do  well  to  provide  similarly  dedicated  transmission  lines  for  the  exclusive  use  by  its  tax 
filers,  as  already  provided  for  the  E-File  project. 
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12.  Hard  Cody  Retention  of  Documents 


Most  chartered  accountants  clearly  recognized  the  benefit  of  electronic  data  storage,  processing 
and  transmission.  However,  they  also  recognized  that  many  of  their  clients  were  still  very 
conservative  in  this  area  and  that  -  in  spite  of  evident  technological  progress  -  a  widespread, 
and  at  times  strong,  preference  for  hard  copy  retention  of  financial  documents  and  tax  filings 
continues  to  exist  among  their  clients.  This  reluctance  to  change  among  clients  and  some 
accountants  would  take  some  time  to  overcome. 

Several  participants  clearly  identified  the  need  for  "educating  their  clients  as  taxpayers, 
especially  those  who  continue  to  equate  the  amount  of  paper  returned  to  them  as  a  reflection 
of  the  amount  they  are  billed  for."  As  one  accountant  concluded:  "If  you’re  billing  a  client 
several  thousands  of  dollars,  you  need  to  give  them  something  visible  in  return".  At  the  same 
time,  several  partners  with  smaller  firms  were  sufficiently  aware  of  software  programming 
bugs  experienced  with  E-File.  As  a  result,  they  are  reluctant  to  break  prematurely  from  the 
safety  and  relative  comfort  of  a  hard-copy  paper  back-up. 


13.  Time  Frames  for  Electronic  Filing 

In  response  to  several  enquiries  about  anticipated  time  frames  for  the  contemplated  introduc¬ 
tion  of  electronic  filing  and  upgraded  returns  assessment  systems  support,  the  moderator 
explained  that  Revenue’s  planning  was  still  in  its  early  stages.  Although  some  early  tests  for 
receiving  cheques  electronically  had  been  successful,  the  whole  process  was  still  under  review. 

There  was  sufficient  indication  from  these  group  interviews  sessions  "to  reflect  on  the  wisdom 
of  getting  all  stakeholders  involved  in  future  developments."  While  most  participants  agreed 
with  this  conclusion,  some  senior  partners  and  tax  managers  with  major  Toronto  accounting 
firms  expressed  their  personal  beliefs  that  "any  independent  provincial  solution  could  meet 
with  resistance  from  tax  preparers." 
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14.  Other  Problems  raised  in  Group  Discussions 


a.  Electronic  Access  to  Ministry  of  Revenue  Information 

Although  it  was  not  the  focus  issue  for  these  discussions,  most  accountants  perceived 
a  major  benefit  from  the  electronic  filing  and  assessment  of  Corporations  Tax  returns 
if  this  development  also  permits  electronic  access  to  certain  Ministry  of  Revenue 
information.  A  positive  response  to  this  expectation  -  even  in  part  -  can  become  a  major 
feature  for  Revenue  in  building  business  support  for  electronic  filing. 

b.  Single  Account  Identification 

Many  accountants  agreed  that  there  was  a  need  to  streamline  and  align  the  Corporations 
Tax  filing  needs  with  those  of  Revenue  Canada.  However,  a  few  group  participants  in 
both  Ottawa  and  London,  also  saw  a  need  for  rationalizing  returns  processing  of  some 
other  Ontario  tax  revenue  programs. 

They  cited  the  Employer  Health  Tax  (EHT)  program  as  one  example,  "where  the 
need  for  extra  data,  filing  numbers,  EHT  or  FIN  (file  identification  numbers),  mailings 
back  and  forth,  are  often  most  frustrating."  Not  surprisingly,  this  observation  led  to  the 
obvious  question:  "Why  can’t  you  use  the  same  account  identification  for  all  program 
applications?" 

c.  Employer  Health  Tax 

Several  Ottawa  accountants  believed  that  electronic  filing  might  cause  problems  with 
the  Employer  Health  Tax  program  (EHT),  which  should  be  addressed  as  part  of  a  more 
general  approach.  At  present,  difficulties  are  experienced  when  returns  of  several 
companies  or  subsidiaries  of  a  major  group  are  filed  simultaneously,  and  the  filing  is 
accompanied  by  a  single  cheque.  Apparently  the  present  system  does  not  yet  cater  to 
this  approach  favoured  by  some  accountants. 

"At  the  same  time,"  as  one  Ottawa  accountant  noted,  "although  it  causes  these 
irritations,  the  (EHT)  program  offers  some  compensating  benefits  in  the  form  of  new 
business  from  clients  whose  previous  work  was  limited  to  the  completion  of  T.4s." 
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PART  II:  DISCUSSION  WITH  SOFTWARE  DEVELOPERS 


1.  Familiarity  with  the  Ontario  Corporations  Tax  Return 

The  same  introduction  was  provided  for  chartered  accountants.  The  software  developers  were 
provided  with  the  background,  the  challenge  faced  by  Ministry  of  Revenue  and  its  interest  in 
electronic  filing  of  Corporations  Tax  returns  (see  Appendix  "A",  page  31).  Most  tax  preparation 
software  developers  are  also  chartered  accountants;  it  was  therefore  not  surprising  that  all 
participants  in  this  group  were  very  familiar  with  the  CT.23  Corporations  Tax  return  form. 

2.  Benefits  of  Electronic  Filing 

Beyond  the  familiar  benefits  of  electronic  filing  -  quicker  and  more  efficient  processing  of 
data,  cost  savings,  paper  reduction  -  already  identified  by  chartered  accountants,  the  software 
developers  raised  several  additional,  unique  benefits: 

a.  The  "opportunity  to  introduce  both  calculation  and  technical  standards"  for  tax 
programs.  These  standards  would  "allow  input  and  calculation  cross-checks,  thereby 
improving  the  accuracy  of  returns."  This  would  reduce,  if  not  eliminate,  preparation 
errors  and  variances  in  tax  assessment  currently  experienced  with  federal  tax  returns. 

b.  Improvement  in  the  availability  and  accessability  of  key  account  information,  through 
the  computer  database  established  to  support  electronic  filing.  This  information  would 
not  only  be  useful  to  Revenue,  but  would  improve,  facilitate  and  accelerate  the 
"information  exchange  between  ministries,  such  as  Treasury  and  Revenue,  for  policy 
issues." 


3.  Electronic  Filing  Benefits  for  Software  Vendors 

Participants  believed  that  a  more  systematic  approach  to  electronic  filing  and  tax  assessment 
would  benefit  the  programming  of  tax  preparation  software,  in  that  it  would  force 
programmers  to  be  "more  discerning  about  the  data  that  is  selected  and  more  effectively  tie  the 
relationships  between  numbers."  A  major  role  was  seen  for  Government  in  setting  standards 
and  providing  meaningful  criteria  for  software  testing.  The  standards  agreed  by  government, 
followed  by  intensive  testing  of  product,  would  result  in  a  "superior  tax  preparation  and  filing 
product  which  can  be  progressively  fine-tuned  to  meet  changing  needs." 
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4.  Concerns  about  Electronic  Filing 


Review  of  concerns  shared  among  participants  led  to  the  identification  of  a  number  of  issues. 

While  some  of  these  issues  had  been  previously  identified  by  chartered  accountants,  the 

software  developers  viewed  the  same  issues  from  a  somewhat  different  perspective. 

a.  The  Market  Size 

Participants  were  divided  on  the  market  potential  for  software  specifically  designed  for 
electronic  filing  of  Ontario  Corporations  Tax  returns.  One  software  developer  could 
see  at  least  two  separate  market  segments:  The  public  accounting  firms  and  larger 
corporations  with  their  own  accountants  on  staff.  Based  on  the  total  volumes  of  Ontario 
Corporations  Tax  returns  compared  to  federal  returns,  another  software  vendor 
questioned  the  actual  size  of  the  market  and  its  cost/benefits  potential.  Since  the  total 
market  was  considered  to  be  relatively  small  and  more  fragmented,  this  raised  some 
doubt  about  the  ultimate  recovery  of  program  development  costs. 

b.  The  Perceived  Need 

One  participant  wondered  why  Revenue  was  introducing  this  technology,  since  "no  one 
is  crying  out  for  this  product."  Based  on  their  own  understanding  of  market  needs,  the 
"software  developers  were  not  aware  of  any  need  for  electronic  filing  from  the  business 
community."  The  true  benefit  to  tax  preparers  and  taxpayers  was  not  at  all  clear,  which 
led  some  to  wonder  "what  Revenue  would  do  to  make  electronic  filing  attractive  to 
taxpayers  and  tax  preparers?"  While  participants  could  see  "the  obvious  benefit  of  early 
tax  refunds  for  T.l  personal  income  tax  filers,  the  benefits  of  electronic  filing  for 
provincial  Corporations  Tax  clients  was  much  less  evident." 

c.  Extent  of  the  Electronic  Filing 

The  participants  wondered  what  documents  had  to  be  included  in  the  electronic  filing 
process  beyond  the  CT.23  form.  When  it  was  explained  that  "everything  that  is  now 
included,"  i.e.  financial  statements,  schedules,  copy  of  the  federal  T.2,  would  continue 
to  be  required,  the  software  developers  were  somewhat  surprised:  "Do  you  really  want 
all  these  numbers  transmitted?" 

According  to  most  software  vendors,  the  personal  "federal  tax  return  filing 
program  only  transmits  a  maximum  of  forty  numbers,  although  there  are  9,000  ’pigeon 
holes’  in  the  program;  some  of  the  40  numbers  are  composites  of  over  200  others."  As 
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4.  Concerns,  continued: 


well,  some  of  the  forty  fields  may  only  betransmitted  if  the  value  falls  within  a  certain 
specified  range,  such  as  "logic  based  on  condition:  if  x  =  >1,  transmit  data." 

d.  Need  for  Standardization 

Additional  concerns  were  raised  about  the  present  lack  of  standardization  for  financial 
statements  and  the  schedules  forming  part  of  the  return  filing.  All  participants  envi¬ 
sioned  a  major  need  for  greater  cooperation  between  federal  and  provincial  Ministries 
of  Revenue,  to  have  all  documents  standardized  in  an  electronic  filing  program.  They 
felt  that  "transmission  of  multiple  documents  makes  it  necessary  to  rewrite  the  entire 
system,  specifying  each  and  every  form." 

e.  Risk  of  Conflict  of  Interest 

One  participant  expressed  some  concern  about  provincial  governments  writing  their  own 
tax  preparation  software  programs:  "If  you  are  collecting  taxes,  you  shouldn’t  also  write 
programs."  Such  developments  "might  undermine  the  confidence  in  government,  once 
it  is  suspected  of  making  programming  mistakes  in  its  own  favour."  There  already  was 
a  perception  of  "lack  of  confidence  in  government’s  computing  skills,"  "they  don’t  do 
a  very  good  job  in  programming,"  and  that,  "driven  by  a  mainframe  environment,  they 
are  less  conversant  with  micro  software  technology." 

f.  Corporations  subject  to  Multiple  Jurisdictions 

Participants  wondered  how  Revenue  might  handle  electronic  filing  for  corporations 
that  are  subject  to  multiple  jurisdictions,  involving  f ederal  and  other  provincial  formats 
beyond  Ontario’s.  Revenue  could  be  encouraging  electronic  filing,  while  other 
jurisdictions  are  still  firmly  paper-bound,  with  little  benefit  for  tax  preparer  and  filer. 

g.  Government’s  Desire  for  more  Information 

The  federal  T.l  E-File  pilot  project  is  already  asking  for  information  not  required  on 
the  standard  return,  such  as  "vows  of  poverty,  Indian  status."  The  software  vendors 
were  critical  of  anticipated  "growing  needs  -  and  urge  -  by  government  to  collect  more 
information  that  is  ’ nice  to  have,’  but  not  essential  for  tax  preparation  or  assessment." 
The  preparation  and  processing  of  this  additional  inf ormation  increases  the  complexity 
of  the  electronic  filing  program  -  and  chances  for  error  -  considerably. 
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5.  E-Filing  the  Corporations  Tax  Return 


All  participants,  representing  the  major  developers  of  tax  preparation  software  in  Ontario, 
believed  that  "electronic  filing  should  be  implemented  only  when  corporations  can  file  both  the 
federal  T.2  and  the  provincial  CT.23  forms  electronically."  They  firmly  believed  that  it  would 
have  to  be  "all  or  nothing."  —  Again,  the  question  was  raised  "whether  Revenue  really  needed 
the  financial  statements  and  if  so,  in  what  detail?"  If  detailed  statements  continue  to  be 
required,  "Revenue  must  prepare  a  specific  standard  for  financial  statements." 

The  software  developers  wondered  "whether  Revenue  was  aware  of  the  consequences  of 
transmitting  all  the  numbers  contained  in  the  entire  filing  package,  from  a  perspective  of 
handling  capacity  and  programming  needs."  It  was  emphasised  that  a  formula  had  to  be 
connected  to  almost  every  entry,  that  "the  federal  tax  form  had  very  little  text,  consisted 
largely  of  numbers  and  was  highly  structured." 

This  reaction  was  concluded  with  a  caution  for  Revenue,  to  "determine  first  what 
information  and  numbers  are  really  necessary,  and  don’t  continue  collecting  more  information" 
just  because  of  traditional  practices. 

6.  Errors  in  Tax  Preparation  Programs 

Participants  agreed  that,  while  there  always  had  been  errors  made  in  tax  returns  prepared  by 
professionals  (nearly  20%  of  all  T.ls  in  1988,  according  to  Revenue  Canada),  tax  software 
programs  cannot  yet  be  made  completely  error-free  either,  specifying  the  following  reasons: 

a.  The  Volume  of  Equations 

The  number  of  algorithms  and  calculations  in  a  tax  program  was  said  to  be  consider¬ 
able,  "amounting  to  thousands  of  mathematical  equations  for  the  basic  tax  form  alone." 

b.  Rules  Interpretations 

The  interpretation  of  tax  rules  varies  between  programmers  and  governments,  not  only 
because  "the  rules  are  not  well  written,  but  interpretations  of  these  rules  tend  to  change 
due  to  different  legal  interpretations  in  Court  cases."  As  well,  new  rules  are  introduced 
continuously,  for  which  there  are  no  prescribed  forms  from  Revenue  (or  Revenue 
Canada),  e.g.  the  ’super  allowance  deduction’,  how  to  interpret  ’base  period’,  etc.  As  a 
result,  both  chartered  accountants  and  software  developers  are  compelled  to  design  their 
own  forms. 
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c. 


Business  Options 


Businesses  are  given  a  variety  of  choices,  which  has  considerable  impact  on  calculations 
when  options  affect  the  amount  of  tax  calculated  or  the  periods  to  which  they  apply, 
e.g.  carry  forward  or  carry  backward  options,  tax  installments. 

7.  The  Software  Business  is  a  SERVICE  BUSINESS 

Software  developers  were  quite  emphatic  that  their  business  was  to  provide  a  service,  rather 
than  simply  selling  software.  As  one  pointed  out:  "We  offer  a  service  --  the  software  is  our 
vehicle!"  This  emphasis  explains  why  several  developers  also  were  chartered  accountants. 
Their  main  occupation  was  to  maintain  close  relationships  with  and  assist  their  clients,  keeping 
them  informed  of  program  changes  and  updates.  To  illustrate  the  complexity  of  their  market, 
one  software  developer  explained  that  they  worked  with  "corporate  clients  in  at  least  ten,  quite 
different  business  sectors,  each  with  their  individual  needs." 

Beyond  acquiring  the  core  software,  accountants  also  subscribe  to  periodic  upgrade  services, 
to  keep  their  programs  up  to  date.  Vendor  services  included  training  of  accountants  and  staff, 
introducing  them  to  new  developments.  At  times  this  task  was  made  more  difficult  "because 
accountants  are  generally  conservative  and  don’t  welcome  system  changes."  Some  participants 
also  "doubted  Revenue’s  capacity  for  providing  this  level  of  customer  service  for  its  software." 
While  this  view  may  be  based  on  individual  perceptions,  its  implications  for  Revenue  would 
be  to  address  this  issue  in  an  action  plan  designed  to  manage  business  taxpayers’  expectations. 

8.  Complexity  and  Vulnerability  of  Tax  Software  Program 

Participants  seized  the  opportunity  to  reiterate  the  complexity  of  the  tax  programs  and  their 
vulnerability  to  change,  because  of  the  "specific  number  of  data  items  and  many  linkages." 
Just  changing  a  simple  item  -  "such  as  adding  ’YES/NO’  boxes  in  mid-form  -  can  result  in  major 
rework  in  other  areas,  thereby  increasing  the  number  of  cross-calculations."  In  some  cases  the 
mere  introduction  of  a  ’new  jacket,’  or  framework  for  data  listing,  can  take  a  major  amount 
of  time  to  ’map’  for  laser  printing. 

Retroactive  changes  awaiting  Royal  Assent  -  budget  changes  in  particular,  new  interpretations, 
all  impact  on  the  currency  and  accuracy  of  tax  preparation  programs.  In  some  cases,  antici¬ 
pated  changes  can  be  made  over-rideable  by  the  user,  which  somewhat  negates  the  issuance  of 
a  program  update  later. 
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9.  Prevention  of  Unauthorized  Access 


Some  participants  did  not  support  the  need  for  licensed  operators,  as  required  by  Revenue 
Canada  for  electronic  filing,  largely  "due  to  the  high  cost  (approximately  $1,000)  of  the  direct 
line"  needed  for  transmission.  A  compatibility  test  was  suggested  as  an  option  by  this  group, 
who  shared  the  belief  that  "no  one  would  submit  a  Corporations  Tax  return  for  the  fun  of  it." 

An  alternative  to  the  ’dedicated  line/licensed  operator  solution’  was  seen  in  the  transmission 
of  encrypted  data  files.  One  developer  considered  this  method  of  transmission  superior  to  the 
dedicated  line  concept,  for  the  following  reasons: 

a.  Less  cost  to  the  taxpayer  and  accountants 

b.  Universal  access  to  Revenue 

c.  Dedicated  lines  are  not  secure,  i.e.  they  can  still  be  tapped 

d.  Should  a  file  be  transmitted  in  error  to  another  location,  the  encrypted  data  cannot  be 
read 

e.  Revenue  would  have  control  of  the  keys  for  decoding. 

Should  encrypted  data  be  seriously  considered,  the  vendors  would  encourage  the  development 
of  encryption  standards  covering  issues  like  mailing  of  the  key  for  decoding  and  sign  offs  for 
same.  The  vendors  also  would  like  to  have  input  on  the  encryption  standards  set  by 
government.  Alternatively,  vendors  could  develop  their  own  encryption  for  their  own 
programs,  have  these  approved  by  Revenue  and  provide  the  decoding  keys  to  Revenue  for  its 
own  programs. 

Another  vendor  indicated  that  -  although  it  was  expensive  -  encryption  of  data  was  a  good  idea. 
A  direct  line,  however,  would  also  limit  the  number  of  persons  dealing  with  Revenue  Canada, 
which  might  even  be  beneficial.  In  their  current  E-File  pilot  project.  Revenue  Canada  was 
apprently  experiencing  down  time  due  to  the  lack  of  computer  capacity  and  high  volume  of 
electronic  tax  filings.  As  a  result,  turn-around  time  was  said  to  be  slower  than  anticipated. 

All  participants  agreed  that  "hackers  are  not  a  major  concern,  in  that  Revenue’s  computer  is 
a  ’listener’,  not  a  ’talker’,  i.e.  it  doesn’t  transmit  numbers  back."  The  view  was  expressed  that 
it  is  relatively  easier  to  get  into  the  office  and  take  papers,  than  to  access  the  computer.  Apart 
from  this,  they  felt  "that  the  CT  return  is  not  as  sensitive  as  a  personal  tax  return." 
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10.  Alternative  Transmission  Medium 


When  considering  alternative  means  for  filing  tax  returns,  one  developer  suggested  that  "the 
current  requirements  for  completing  Corporation  Tax  returns  might  be  reviewed,  to  reduce  the 
processing  demands  on  the  system,"  while  another  added  that,  "by  broadening  the  criteria  for 
exempt  filing,  the  number  of  corporations  required  to  file  might  be  further  reduced,  thus 
easing  the  pressures  on  Revenue’s  system." 

Transmission  of  returns  might  be  speeded  up  by  employing  "DIAL-UP  PACK,  coupled  with 
encryption,  which  is  likely  to  provide  the  most  cost-effective  method  for  sending  corporations 
tax  returns.  The  monthly  line  costs  were  very  cheap  (cited  as  about  $2),  and  it  would  be 
possible  to  obtain  a  modem  for  as  little  as  $66."  Vendors  explained  that  "no  standards  are 
needed  for  using  DIAL-UP-PACK,  only  the  ability  to  follow  data  programming  protocols. 

Software  developer  participants  also  noted  that,  since  "few  accounting  people  have  advanced 
computing  skills,  it  was  necessary  to  make  DIAL-UP  PACK  very  user-friendly,  e.g.,  change 
commands  like  ’acknowledgement  ready’  to  more  easily  understood  instructions."  The 
possibility  of  sending  information  by  ASCII  file,  also  deserved  some  consideration,  although 
this  was  not  a  preferred  option.  It  was  also  noted  that  it  would  be  cheaper  to  send  bulky  filings 
via  courier  service,  rather  than  FAX  the  entire  tax  package. 

11.  Certification  of  Electronic  Tax  Return 

Evidently,  none  of  the  software  vendors  had  previously  considered  the  chartered  accountants’ 
need  for  their  clients’  final  approval  of  completed  tax  returns:  "Simply  hadn’t  considered  it, 
can’t  think  of  an  answer  right  now!" 

In  some  way,  the  participants  viewed  certification  of  the  tax  return  as  "a  risk  to  electronic 
filing."  If  accountants  have  to  send  the  completed  return  to  their  clients  for  certification 
before  electronically  filing  it  with  Revenue,  the  extra  paper  burden  will  frustrate  the  benefits 
of  electronic  filing.  Larger  corporations  with  in-house  accountants  would  not  be  affected. 
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12.  Critical  Issues 


All  three  participants  in  this  group  concurred  that  government’s  principal  role  in  establishing 
electronic  filing  should  be:  , 

0  to  clarify  and  simplify  legislation,  and 
0  to  make  and  maintain  standards  for  electronic  filing. 

It  was  further  suggested  that  the  Canadian  Standards  Association  (CSA)  could  assist  with  the 
development  of  government  standards  for  electronic  filing.  The  participants  reiterated  the 
need  that  the  "standards  should  be  clear,  well-written  and  consistent  throughout."  Every  effort 
would  be  made  to  "ensure  that  you  have  people  who  can  write  a  technical  specification  for  the 
software  industry  to  follow." 

When  developing  tests  for  certification  of  electronic  filing  of  tax  programs,  "also  ensure  that 
the  test  returns  reflect  realistic  situations."  Participants  noted  that  Revenue  Canada’s  test 
programs  did  not  always  use  typical  scenarios  and  a  lot  could  be  learned  from  their  experience. 

13.  Support  from  Revenue 

In  response  to  a  question  to  determine  what  support  software  vendors  would  expect  from 
Revenue  in  developing  an  appropriate  program  for  electronic  filing  of  corporations  tax  returns, 
the  answer  was  clear.  While  government’s  "primary  role  was  seen  in  the  area  of  providing 
standards  and  defining  technical  specifications,"  the  role  of  software  developers  was  seen  as 
"providing  the  translation  of  the  statute  into  electronic  tax  preparation  and  filing  program 
formats."  The  testing  of  these  programs  -  to  meet  specified  criteria  for  accuracy  -  involved 
considerable  up-front  costs,  to  design  the  core  program  and  testing  programs,  beyond  those 
already  developed  for  Revenue  Canada. 

14.  Time  Frames  for  Software  Development 

All  participants  agreed  that,  "to  develop  and  fully  test  a  new  program  from  scratch  would  take 
at  least  two  years."  Although  the  development  of  the  E-File  program  for  T.l  personal  tax 
returns  had  taken  only  two  to  three  months,  the  remainder  of  this  two-year  lead  was  required 
for  testing,  program  verification  and  fine-tuning. 
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PART  III.  RECOMMENDATIONS 


Based  on  the  analysis  and  review  of  the  preceding  feedback  from  the  four  discussion  groups, 

it  is  recommended  that: 

1.  The  Ministry  of  Revenue  continue  its  present  course  of  action  for  developing  an 
electronic  filing  and  assessment  system  for  Corporations  Tax,  but  that  scheduling  times 
be  reviewed  to  allow  for  closer  co-ordination  of  plans  with  those  of  Revenue  Canada. 

2.  Closer  cooperation  be  established  with  Revenue  Canada,  accompanied  by  a  leading  role 
for  the  Ministry  to  continue  striving  for  an  optimum  in  standardization,  simplification 
and  prevention  of  duplication  of  data  filing  and  tax  forms. 

3.  Owing  to  their  inter-dependence,  increased  emphasis  be  placed  on  providing  optimum 
compatibility  for  satisfying  Provincial  and  Federal  Corporations  Tax  data  needs, 
including  greater  flexibility  for  meeting  future  program  needs. 

4.  A  similar  dialogue  be  established  with  corporate  tax  filers  from  major  business 
corporations,  to  ensure  that  their  needs  and  concerns  are  also  taken  into  consideration, 
consistent  with  this  recent  consultation  process. 

5.  The  Ministry  derive  the  optimum  benefit  in  promoting  its  electronic  filing  initiative  by 
responding  positively  -  as  far  as  practical  -  to  expectations  raised  by  representatives 
from  accounting  firms,  major  business  corporations  and  tax  software  developers. 

6.  The  well-established  Ministry  of  Revenue  experience  in  consulting  Ontario  taxpayers 
be  continued,  through  employment  of  focus  groups  and  other  marketing  research 
methods  best  suited  to  satisfy  all  Tax  Revenue  and  Grants  Program  needs. 
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Information  shared  with  Participants: 
INTRODUCTION  TO  ELECTRONIC  FILING  CONCEPT 


1.  Background 

o  Significant  demand  for  more  detailed  business  data.  There  is  an  increasing  need 
for  more  complex  data  to  support  the  needs  of  the  Treasury’s  Fair  Tax 
Commission,  to  evaluate  the  cost  and  effectiveness  of  tax  policy  changes,  and  to 
satisfy  the  information  needs  Audit. 

o  75-80%  of  all  Corporations  Tax  Returns  are  processed  electronically.  The 
current  system  can  only  accommodate  hard  copy  returns,  even  though  a  recent 
survey  showed  that  75  to  80%  of  all  Corporations  Tax  returns  are  prepared 
electronically,  using  tax  preparation  packages. 

o  Existing  Returns  System  is  over  20  years  old.  The  current  system  has  reached 
critical  mass,  which  severely  inhibits  this  Ministry’s  ability  to: 

+  Implement  new  initiatives  quickly  and  economically; 

+  Provide  quality  customer  service; 

+  Absorb  workload  growth. 

o  Re-engineer  systems  and  processes.  Existing  systems  and  processes  were  re¬ 
engineered  to  increase  efficiency  and  to  maximize  automation. 

o  Reduce  duplication  of  data  between  branches.  Returns  processing  systems  are 
separate  within  branches  and  vary  in  complexity,  i.e.,  from  a  simple  RST  process 
to  complex  CT  editing  rules.  One  of  the  objectives  of  this  project  is  to 
standardize  procedures  across  branches. 


2.  Benefits 


o  Refunds  will  be  issued  sooner.  It  is  anticipated  that  assessments  will  be  issued 
almost  immediately,  thereby  accelerating  payments  and  collections  actions,  re¬ 
ducing  the  turnround  time  to  process  returns  from  an  average  15  days  to  3  days. 

o  Increase  level  of  customer  service.  By  providing  refunds  faster  and  reducing 
investigation  time.  Revenue  can  improve  its  level  of  service  since  taxpayer 
inquiries  will  be  easier  to  track. 

o  Additional  tax  information.  This  data  will  assist  in  the  evaluation  of  the  impact 
of  tax  policy  changes  and  satisfy  the  information  needs  of  Audit  and  Treasury. 

o  More  efficient  processing.  The  redesigned  system  could  easily  handle  changes 
with  minimal  impact  and  increases  in  electronically  filed  returns.  Significant 
other  benefits  may  be  realized  through  this  electronic  link  in  the  future,  i.e. 
Direct  Deposit  of  Refunds. 
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3.  Notes  and  Research  Findings 

o  In  1990  the  federal  government  began  the  pilot  project  ’E-FILE’  with  two 
practitioners  in  Manitoba.  In  1991  there  were  146  authorized  agents  who  filed 
70,000  T.l  tax  returns  in  the  prairie  provinces.  This  year,  they  expect  to  have 
1,200  agents  filing  about  1  million  tax  returns  electronically. 

o  Revenue  Canada  is  planning  a  number  of  enhancements  for  E-FILE,  including: 

o  Electronic  processing  of  corporate  and  other  types  of  returns 

o  Direct  deposit  of  refunds  cheques  to  the  taxpayer’s  bank  account,  using 
electronic  data  interchange  (EDI)  technology,  and  allowing  any  balance  due  to 
be  paid  by  bank  card  or  through  EDI. 

o  In  the  United  States,  the  IRS  reported  in  their  Research  Bulletin  that  in  1991  - 
just  after  two  years  as  a  nationwide  program  -  over  7.5  million  returns  were  filed 
electronically.  Also,  7%  of  all  individual  returns  and  over  9%  of  refund  returns 
were  filed  electronically. 

o  New  Mexico  is  the  leader  among  the  states  in  the  area  of  electronic  filing.  Over 
100,000  returns  -  about  15%  of  all  individual  returns  -  were  received  electroni¬ 
cally. 

o  The  issues  discussed  below  are  taken  from  the  National  Association  of 
.  Computerized  Tax  Processors  (NACTP): 


"Critical  Issues  From  a  Preparer’s  Perspective 
ADMINISTERED  BY  PREPARERS 

Preparers  are  responsible  for  entering  return  data,  transmitting  returns,  obtaining 
necessary  signatures  etc.,  and  in  turn  a  communications  system  must  be  in  place  to 
support  the  preparers  as  providers  of  the  electronic  filing  services. 

PARTICIPATING  SHOULD  BE  EASY 

Rules  and  assistance  for  the  electronic  preparer  should  be  the  same  as  for  the  preparer 
who  files  returns  on  paper. 

BENEFIT  TO  THE  TAXPAYER 

In  order  to  effectively  market  electronic  filing,  the  program  must  offer  real  benefits 
to  the  taxpayer,  such  as  faster  refunds. 

PROVIDE  SECURITY 

Controls  must  be  in  place  to  make  sure  that  all  of  the  client  data  is  secure  throughout 
the  process  of  electronic  filing." 
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Critical  Issues,  continued: 


COMPATIBLE  WITH  EXISTING  HARDWARE 

Wherever  possible,  the  electronic  filing  system  must  support  the  hardware  which  is 
currently  in  place  in  the  preparer’s  office.  This  will  prevent  the  preparer  from  having 
to  make  additional  investments  in  hardware. 

ACCEPT  REFUND  AND  BALANCE  DUE  RETURNS 

The  system  should  be  able  to  handle  ’ALL’  types  of  tax  returns. 

ENCOURAGE  SOFTWARE  DEVELOPERS 

If  the  electronic  filing  system  mirrors  the  federal  electronic  filing  system,  it  will  meet 
with  quick  acceptance  by  software  developers." 


"Critical  Issues  From  a  Software  Developer’s  Perspective 


ADHERE  TO  THE  FEDERAL  SYSTEM 

Separate  or  completely  different  procedures  for  electronic  filing  would  cause  the 
software  developer  to  incur  additional  costs  and  limit  the  acceptance  of  electronic 
filing. 

SUPPORT  CURRENT  ELECTRONIC  FILE  FORMATS 

Currently  electronic  filing  has  various  formats.  Controls  must  be  in  place  to 
incorporate  federal  requirements  to  minimize  the  amount  of  development  required. 

DEVELOP  DATA  VALIDATION  CRITERIA 

Guidelines  should  be  developed  to  indicate  data  requirements  for  processing  of  the 
electronic  return.  These  requirements  include  front  end  initial  checks,  to  ensure  the 
integrity  of  the  return  and  periodically  testing  preparer  software. 

INVOLVE  SOFTWARE  DEVELOPERS 

To  ensure  the  acceptance  of  electronic  filing,  the  participation  of  software  developers 
and  preparers  must  be  encouraged. 

ELECTRONICALLY  ACKNOWLEDGE  RETURNS 

The  electronic  filing  system  must  provide  some  acknowledgement  that  the  return  has 
been  accepted  and  will  be  processed. 
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